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KEY ECONQMIC INDICATORS; ETHIOPIA - DECEMBER 1972 


All values in million U.S. $ Exchange rate U.S. $1.00 = Eth.$2.50 until 
(converted at old exchange rate) Jan, 1972, when rate was changed to 
U.S. $1.00 = Eth. $2.28 


A B C D E 
Item % Change 4% Average 
1970 1971 1972 (1972/71) Growth Rate 


NC P. CTION 


GNP at current prices 1,771.7 1,873.7 N/A N/A N/A 
GNP at constant (1969) prices 1,664.5 1,762.8 N/A N/A N/A 
Per capita GNP, current prices 71 73 N/A N/A N/A 
Gross Fixed Invest. incl. in kind 

(current prices) 217.5 245.6 N/A N/A N/A 
Electric Power Production (mil kwh) 4,66 491 526 +71 +6.4 
Coffee Exports (1,000 Mt) 70.9 80.8 82.5 +2.1 +8 2 
Val. Bldg. Permits Issued Addis Ababa 12.3 13.4. N/A N/A N/A 
Indices: (1965 = 100) 

Industrial Production (Manufacturing) 212.6 247.0 284.9 +15.3 +17.0 


MONEY AND PRICES (At year end) 
Money Supply (currency plus demand deposits) 171.2 163.4 199.3 +22.0 +8 2 
External and Public Debt Outstanding 
(1972 as of June) 188 .3 210.4 245.0 +8 2 
Lending Rates (Commercial Bank) 8-108 8.5-11% 8.5-11% +0.0 
Indices: (1963 = 100) 
Retail Sales (Addis Ababa) 
(Total excl, rent) 143.0 143.7 135.0 -6,1 -2.4 
Retail Sales (Addis Ababa) Food is 155.4 136.8 .<12.0 -6.0 


BALANCE OF PAYMENTS AND TRADE 
Gold & For, Exch, Reserves 41.1 32.0 72:2 +125.6 +37.8 
Bal. of Payments (on goods & services) 

(deficit) 6 66 #92 ws.” wey 
Bal. of Trade (minus gold) (deficit) -49.3 $2.2 -22.6 -63.8 -27.2 
Exports, FOB 122.3 125.6 168 .5 +34.2 +18 .9 
U.S. Share 59.6 55.2 60.0 +8 7 +0.3 
Imports, CIF 171.6 187.8 191.1 +1.8 +5.7 

U.S. Share ice 17.4 17.3 +0.6 +9.5 


Main Imports from U.S.: Industrial and other Machinery - $5.8 mil, Tractors and 
other vehicles - $3.8 mil, Chemicals - $1.6 mil, Petroleum 
products $1.1 mil, Farm machinery - $1.0 mil, Aircraft - 
$0.8 mil. 


Main Exports to U.S.: Coffee-$55.9 mil, Hides and skins - $1.4 mil, Essential 
oils - $1.1 mil, Oil seeds - $0.3 mil. 


Sources: IEG Central Statistical Office, IEG Planning Commission, National Bank 
of Ethiopia, Commercial Bank of Ethiopia, Ministry of Finance, Ethiopian 
Electric Light and Power Authority. 





Summary 


Prior to the advent of the current oil crisis, Ethiopia's economic pros- 
pects were favorable. Foreign exchange holdings at the end of 1973 stood 

at about U.S. $200 million, almost equivalent to one year's imports at 

1973 cost levels. These reserves could have easily accommodated the welcome 
upswing in import demand and domestic activity indicated by year end data. 


Unfortunately, the estimated additional annual cost to Ethiopia's balance 
of payments of any persistence of current oil prices is estimated at 
about U.S. $40 million. Although Ethiopia's reserves can support this 
increased pressure for a while, it is a cause of understandable concern 
within the Ethiopian Government. Moreover, the resultant increased cost 
of transportation, already an unusually high proportion of Ethiopia's 
production and export costs, can be expected to exercise a significant 
dampening effect on Ethiopian economic growth. Prospects, therefore, are 
for growth somewhat below previously anticipated levels. Coffee export 
prices are expected to remain reasonably firm at current favorable levels 
although the export volume will probably be reduced. Meat and pulse 
exports are expected to continue to increase, The scheduled improvement 
in Ethiopia's tourist infrastructure should also get underway during the 
coming year. Finally, plans call for stepped up activity in public 
investment. Ethiopia's economic prospects would,of course, dramatically 
change if current exploratory efforts reveal deposits of petroleum 
comparable to the commercial quantities of natural gas already discovered. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Ethiopian Growth Prospects 


Prior to the advent of the present oil crisis, Ethiopian growth prospects 
appeared favorable, Although Ethiopia has received assurances of crude 
oil supply for the requirments of its refinery at Assab, the present 
purchase price for crude imports represents almost a fourfold increase 
over the price prevailing in October 1973, If this price for Persian 
Gulf crude continues to prevail throughout 1974, the additional foreign 
exchange cost to Ethiopia for crude and refined products at 1973 import 
levels will total U.S. $ 35 - 50 million. The lower end of the range 
assumes only a doubling in the import price of refined products. Although 
we assume that the higher cost of petroleum products (the retail price 

of gasoline was recently doubled) will probably restrain growth in their 
consumption, we see little prospect for significantly reducing current 
consumption levels without economic dislocation. 


Fortunately, Ethiopia enters the current crisis period in a relatively 
strong position. Foreign exchange reserves at the end of 1973 totaled 
approximately U.S. $200 million, slightly less than the value of one 
year's imports at 1973 price levels. Moreover, final figures for 1973 
are expected to reveal a rough balance in Ethiopia's trade account. 
With the projected maintenance of reasonably favorable world prices for 
Ethiopia's major export commodities (particularly coffee) during 1974, 
original expectations were for an upswing in both private and public 
import demand during 1974. Ethiopia's present financial strength could 
have easily accommodated such increaselimport demand in the absence of 
a substantial shift in the present budgetary framework of the Ethiopian 
Government. 


Under present circumstances, however, this favorable projection is now 
in doubt. The additional cost of Ethiopia's annual petroleum imports 
could reach as much as 25% of existing reserves. Moreover, the increased 
cost of transportation, which is already an unusually large percentage 

of Ethiopia's domestic production and export costs, can now be expected 
to exert a significant dampening effect on the much hoped for end to 


the relative stagnation in domestic economic activity over the past 
year or so, 


Key Role of Exports in Ethiopia's Strong External Position 


During 1973, Ethiopia's foreign exchange holdings increased by over U.S. 
$100 millioh. This continued improvement in Et iopia's exteruai. position 


was largely attributable to the excellent prices received for Ethiopia's 
major export commodities, Except for fruit and vegetable exports, earnings 
at the end of the second quarter of 1973 were up sharply over the same 





period of 1972: coffee (+25.6%), oil seeds (+117%), pulses (+118%), 
and skins (+69.8%). Most of this increase was the result of unusually 
favorable world market prices although notable increases in export 
volumes occurred in the case of coffee (+5.8%) oil seeds (76.8%), and 
pulses (92.2%). 


Latest available data through October 1973 suggests a general persistence 
of favorable export prices. Coffee then was selling locally at just over 
U.S. $13 per 17 kilograms reflecting the maintenance of U.S. 55¢ per pound 
prices in New York. Market prospects are for the continuance of this 
price range throughout the current coffee export season, Lack of rainfall 
and blight in coffee producing regions, however, are expected to reduce 
export volumes up to as much as 25%, Prices for pulses continue to rise 
and by October had increased 126.2% over comparable 1972 levels. However 
prices for oil seeds and hides and skins began to fall significantly in 
September albeit from very favorable levels. 


Import Demand Uncertain 


Latest available data on utilization of import permits through October 
indicates a slight decline in the annual import level in 1973 over 1972, 
Since the value of imports through the second quarter of 1973 had increased 
8.7% over the same period of 1972, it would appear that the increased 
tariff rates which became effective on July 6 exerted the anticipated 
dampening effect on import demand during most of the last half of last 
year. 


This stagnation in import demand has been reflected in domestic credit 
movements. By the second quarter of 1973, domestic credit had fallen 
6.2%, about twice as fast as during the second quarters of 1971 and 1972. 
The level of domestic credit continued its normal seasonal decline until 
September, 


From September to November, however, domestic credit has seasonally 
increased by about U.S. $30 million compared with an increase of only 
about U.S. $10 million during the same period of 1972, This development 
may be a sign of increased domestic economic activity particularly since 
the levels of import license utilization in both October and November 
were higher than any monthly level since December 1971. Prior to the 
advent of the current oil crisis, general expectations were for a lagged 
stimulus to domestic activity from Ethiopia's excellent export performance 
over the past year and a half, The now anticipated higher fuel costs 

may regretfully undermine these favorable expectations. 





Price Movements 


The overall retail price index for Addis Ababa (1963 = 100) rose sharply 
from 133 in December 1972 to 150 by the end of May 1973 and then gradually 
to 152 through September. In October the index fell to 147. The most 
significant cause of the decline was an average eight point drop in the 
index for food prices including cereals, meat, dairy products, and fruits 
and vegetables, This decline, however, was partly offset by increases 

in other goods and services, In general, therefore, Ethiopian price 
movements during 1973 reflect a significant rise during the first half 

of the year to a new plateau. Increased fuel costs will probably main- 
tain the index on this higher plateau during the coming year, 


Present projections are for a somewhat below average cereal crop this 

year which nevertheless should permit commercial market demand for grains 
to be met. If anticipated external grain supplies for the drought-stricken 
areas are forthcoming, relative price stability for food grains should 

be maintained. 


Private Investment Activities (Excludi Minerals 


Except for the inauguration of a dry cell battery factory in October, 

no substantial new manufacturing plants went on stream during the period 
under review. This situation reflects both the excess capacity remaining 
in existing plants and few possibilities for additional viable import- 
substitution industries within the context of Ethiopia's presently limited 
internal market. 


At the same time, there has been a notable upsurge in private interest 
in developing Ethiopia's agricultural export industries in view of 
extremely favorable world market prices, Latest available data show 

a 70% increase in meat exports in 1972 over 1971, and figures for 1973 
will probably reveal a further increase. The Ethiopian Government has 
offered large tracts of irrigated land in the Awash Valley for private 
development, and considerable private interest in promoting cotton 
production has already been manifested. Ethiopia's sugar industry now 
meets domestic requirements and is seeking new export markets for its 
planned expansion in production, 


With the full support and encouragement of most international and bi- 


lateral donor agencies, the Ethiopian Government is directing increased 
attention to public investment in rural roads, Such investment should 


not only provide a welcome domestic economic stimulus but also constitute 
a critical element to the further promotion of Ethiopia's agricultural 





exports. It remains to be seen how adverse the impact of increased 
transportation costs due to higher petroleum prices will be on the 
competitiveness of Ethiopia's agricultural exports in world markets. 

As previously noted, transportation constitutes a comparatively high 
proportion of export costs in Ethiopia as a result of geographic factors. 


Mineral Developments; Copper and Petroleun 


The most notable mineral development during the period under review 

was Tenneco's discovery of a large natural gas deposit in January 1973. 
Possibilities for the commercial exploitation of this gas are being 
actively investigated, In the meantime, Tenneco is continuing its 
exploratory drilling, and Whitestone International, which obtained a 
petroleum concession at the beginning of 1973, has begun seismic studies, 


Ethio-Nippon Mining exported a first copper shipment to Japan of 1,900 
metric tons at the end of 1973, This shipment was reportedly made for 
laboratory testing. Regular production will reportedly begin next July at 
the rate of 2,000 metric tons per month. Annual production is expected 

to rise to 40,000 metric tons by the end of two years, 


Tourism 


The major bottleneck to the expansion of Ethiopia's tourism industry 

are the limited hotel accommodations on the'Historic Route", The Ethiopian 
Tourism and Hotels Investment Corporation is now in final stages of 
negotiation with Hilton International and IFC for the construction 

of four hotels on the "Route'’, According to present planning, tenders 

for construction will probably be let early this year. 


Of longer range interest is the projected opening of the Ethiopian road 
link to Kenya by June 1975, Given current interest in building hotels 
along the road, particularly at Moyale, the possibility will exist for 
a potentially interesting tourist trunk route from Asmara down the 
Historic Route to Addis and then through the Rift Valley Lake Region 
to Nairobi. 


Ethiopia Remains Major Target for Foreign Development Assistance 


Aid commitments in 1972 totaled approximately $127 million of which 
$45 million was untied multilateral assistance from the World Bank 
group. World Bank group assistance is focused on highways, agriculture, 


water, sewage and intermediate credit institutions, Future World Bank 
group targets are likely to include livestock, irrigated agriculture, 
education, roads and resettlement projects. 





U.S. bilateral assistance commitments in FY 1972 ending June 30, 1972 
amounted to $32 million principally in agriculture, education and 
transportation. 


IMPLICATIONS FOR THE UNITED STATES 

Airport Improvements 

The previously mentioned hotels to be constructed along the Historic 
Route at Gondar, Axum, Lalibela, and Bahr Dar are related to scheduled 
airport improvements to be undertaken at the same locales and also at 
the port of Assab. These airport improvements, which are to be financed 
by the IBRD, are designed to permit the landing of Boeing 720 B's, 


Tenders for the airport improvements are now expected to be issued 


toward the end of 1974. 


Telecommyinications Projects 


Three telecommunications projects included in the Fifth Development 
Program for the Imperial Board of Telecommunications of Ethiopia are 


expected to get underway during the period under review. These IBRD- 
financed projects include the microwave links Asmara-Tessenei and 


Dessie-Assab and the Ground Satellite Station to be built at Addis 
Ababa. Tenders for these projects are now expected to go out in the 
spring or early summer of this year. 


Minerals 


The Ethiopian Government is still actively seeking foreign investment 
in the exploration and development of Ethiopia's mineral resources, 
Although Ethiopia remains largely unexplored in this respect, the 
Ethiopian Ministry of Mines believes favorable prospects exist for 
platinum, copper, and lead, 


cks 


According to trade sources, the relatively large backlog of unfulfilled 
truck orders noted a year ago has further lengthened. As previously 
noted, the IBRD-financed rural road program is considered to be among 
the top development priorities of the Ethiopian Government and will 
hopefully get underway this year, The qpenéag of new agricultural 
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areas by means of this program can be expect to increase further 


the existing demand for trucks, 
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